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New FNMA Operations Regulations Published 


Proposed regulations governing the operations of the Federal National Mortgage 
Association were published in the Federal Register of February 24. The new regulations 
... according to Secretary Harris. ..are designed to ensure that the $38 billion Corporation 
is responsive to its public responsibilities under the Housing Act of 1968. The Secretary also 
indicated that the proposed regulations fulfill a pledge she made to the Senate Committee on 
Banking, Housing and Urban Affairs \ast June to “be more specific with respect to our 
statement of the requirements of public policy” in exercising regulatory authority over the 
operations of FNMA. 


FNMA is a quasi-public, privately-owned corporation chartered by Congress to assist 
housing through its purchases of residential mortgages in the secondary (resale) market. (See 
Title III of the National Housing Act.) 


The Charter Act states that the Secretary of HUD has general regulatory power over 
FNMA and “‘shall make such rules and regulations as shall be necessary and proper to ensure 
that the purposes of (the legislation) are accomplished. Specifically, the Charter Act states 
that, “No stock, obligation, security, or other instrument shall be issued by the Corporation 
without the prior approval of the Secretary.” 


It further states that, “The Secretary may require that a reasonable portion of the 
Corporation’s mortgage purchases be related to the national goal of providing adequate 
housing for low- and moderate-income families, but with a “‘reasonable economic return to 
the Corporation.”’ The Secretary may examine and audit the books and financial transactions 
of the corporation, and (she) may require the corporation to make such reperts on its 
activities as (she) deems advisable.” 


“FNMA’s programs and policies play an important role in determining the course of 
the housing industry in the U.S.,” Secretary Harris said. “It is, therefore, vital that FNMA be 
sensitive to the public purposes for which it was created and that its programs and policies 
reflect these purposes while at the same time providing a reasonable economic return to the 
Corporation.” 


The proposed rules set forth a series of detailed operations which would be required 
and which in some cases were not previously specified. 


Among these are requirements for annual audits and debt limitation and standards for 
FNMA ’s mortgage market transactions. 


The proposed regulations also implement... for the first time...the Secretary’s 
authority. .. set forth in the original Charter Act creating FNMA. .. to: 


e Require that a reasonable portion of FNMA’s mortgage purchases be allocated to 
mortgages for financing housing for low- and moderate-income families. At least 30 percent 
of FNMA’s mortgage purchases in any calendar year would be required to consist of 
mortgages on such housing. 


e Provide for Secretarial approval for FNMA to purchase, service, sell, and 
otherwise deal in conventional home mortgages and mortgages secured by condominiums or 
Planned Unit Developments. 
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FNMA Regulations — Cont’d 


e Require FNMA to invest annually a percentage of its resources in conventional 
mortgages on property located in a central city or cities in a Standard Metropolitan 
Statistical Area. Also required would be a perccntage of purchases of mortgages on 
previously-occupied homes on which improvements have been made (10 percent in 1978 and 
30 percent in 1979 and afterward). The Secretary may suspend these percentage require- 
ments in critical economic situations. 

A number of other requirements are contained in the proposed regulations. Some 
examples: 


e Under its original Charter... FNMA’s debt-to-capital ratio could not exceed 15-1 
unless allowed by the Secretary. Presently...the ratio is 25-1...and FNMA is prohibited 
from issuing any general obligations if such issuance would cause the maximum ratio to be 
exceeded. Current provisions that allow automatic increases in the maximum ratio to 
accommodate reductions, in capital, surplus, or reserves or to accommodate refinancing of 
subordinated debt with general obligations are omitted. FNMA may submit written requests 
for Secretarial approval of higher debt-to-capital ratios and the Secretary may decrease the 
maximum ratio after FNMA has been so notified and given a reasonable opportunity to 
comment on such proposed action. 

e Also...FNMA would be required to obtain Secretarial approval of 4 revised 
statement of Home Mortgage Underwriting Guidelines to make clear that it does not practice 
unlawful discrimination in the purchase of mortgages. Equal Employment Opportunity 
requirements are also imposed on FNMA and its contractors and vendors by the regulations. 


For the first time...the regulations would require that FNMA submit to the 
Secretary: 
_ @ Twenty-three different types of detailed reports on its activities and operations 
on a regular basis. 
.e Regular reports concerning its secondary market operations and develop and 
update a general plan for the conduct of its secondary market operations covering a period 
of at least 3 years. 


« Prior to each commitment auction, an estimate of the dollar amounts of purchase 
commitments it expects to issue in such auction. 


e A copy of the complete minutes of each meeting of the Board of Directors and 
each meeting of a committee. 


Also provided for in the regulations: 


e The examination of FNMA’s books, records, and documents by duly authorized 
representatives of the HUD Secretary and an annual HUD audit of FNMA’s affairs. 


e.The codification of the present temporary suspension of the requirement that 
sellers of mortgages’ be required to purchase FNMA common stock. (But FNMA’s determina- 
tion that each mortgage servicer be required to own one share of common stock for each 
$100,000 of FNMA held mortgages purchased after September 1, 1969 is approved.) 


. That common stock shall be sold for a price equal to the issue price as determined 
by FNMA with the Secretary’s approval. At least 15 days notice is required before changing 
the issue price. Currently notice is required... but there is no provision for Secretarial 
approval. A request for approval of stock issuances would be required at least 30 days before 
the proposed issue date. 

e Except for issuance of discount notes of 180 days or less up to an aggregate 
outstanding principal amount of $2 billion, under the new regulations. .. FNMA could issue 
obligations only with the prior written approval of the Secretary. A request by FNMA for 
approval of issuance of an obligation would have to be submitted at least 15 days prior to 
the proposed date of issuance. FNMA would be prohibited from issuing any obligation 
convertible to common stock. 


Comments from the public are invited regarding these proposed regulations. Such 
comments should be submitted before the close of business on March 27, 1978 to HUD 
Rules Docket Clerk, Room 5218, Washington, D.C. 20410. 





Final CDBG Regulations Issued 


In the Federal Register of February 17...HUD published the final regulations that 
spell out the manner in which the Community Block Grant Program must be used principally 
to benefit low- and moderate-income persons. 


“HUD now has made it unmistakably clear in rules that the intent of this 
multi-billion dollar program is to be responsive to the needs of low- and moderate-income 
persons,” Secretary Harris said, ‘“‘and we will scrupulously monitor communities’ performance 
to insure that this intent is in fact carried out.” 


Under the new rules...if a town, city, or urban county submits a plan for funds 
which budgets at least 75 percent of its Block Grant to benefit low- and moderate-income 
residents... HUD will accept the application as meeting the-intent of the program. 
However. .. plans which do not propose to use 75 percent of their funds for the poor will be 
subject to review to ensure that the Program principally benefits persons of low and 
moderate income. 


Applications which do not meet the intent of the Program may have their plans 
disapproved or funds reprogrammed to benefit low- and moderate-income persons. 


The final regulations state that each annual application for funds must provide that 
the Program as a whole principally benefits low- and moderate-income persons. 


On August 1, a new application form will clearly display the information necessary to 
hold cities accountable for use of the funds in accordance with their approved 3-year plan. 


“The rules set a standard which is both firm and fair,” Secretary Harris said, “by 
defining what cities are expected to accomplish, and by giving them flexibility to respond to 
local circumstances. “Our primary concern is to increase assistance to low- and modeérate- 
income people,” she added, “and these regulations will translate that concern into local 
action.” 


Also included in the regulations are expanded definitions of projects that prevent or 
eliminate slums or blight, and the inclusion of commercial as well as residential areas in that 
category. 


Further information may be obtained from: HUD Office of Community Planning and 
Development; Room 7182. Washington, D.C. 20410. 
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Proposed Rent Adjustments Announced 


Effective March 1...a new schedule of rents. .. resulting in an average 7.3 percent 
rent increase for subsidized privately-owned housing took effect. The proposed boost in 
rental assistance should open up more rental opportunities for lower-income families by 
making more privately-owned housing units available and accessible to more families. . . and 
applies to units already in existence under the HUD Section 8 Housing Assistance Program. 
In April...a new schedule for permissible rents for newly-constructed and substantially 
rehabilitated housing will be published. 


The new annual schedule required by law applies to housing in virtually all counties 
across the Nation. The schedule reflects rises in utilities costs and rents in comparable 
housing. Rents vary by communities according to local economic conditions and prevailing 
rents in the area. Last year the increase averaged 5.7 percent. 


Under the Section 8 Pregram eligible lower-income families pay between 15 percent 
and 25 percent of their income for rent to participating landlords. HUD then pays the 
landlord the difference between what the family is obligated to pay and the approved total 
rents. 


The schedule was published in the Federal Register Feb. 14. 





New Housing Opportunity Plan’ Announced 


HUD has announced a new ‘Areawide Housing Opportunity Plan’ (HOP) which makes 
it possible for communities that work with regional planning organizations to create housing 
opportunities for lower-income families on a broad geographical basis to become eligible’ to 
share in a special allocation of up to $30 million in Housing Assistance funds. 


Secretary Harris said the special funds have been made available to encourage 
communities to cooperate in facing up to the total assisted-housing needs of their areas in a 
coordinated and equitable way. 


“Our aim in this Areawide Housing Opportunity Plan (HOP) Program,” said the 
Secretary, ‘“‘is to support localities and areawide planning organizations which join together to 
broaden housing choices for lower-income families.” 


Communities selected for additional funds will also be eligible to apply for a share of 
$16.8 million in Community Development Block Grant (CDBG) funds to support. activities 
undertaken to implement the Areawide Housing Opportunity Plans. 


Regional planning organizations which develop successful plans with the localities will 
be also eligible for additional comprehensive planning grants. The amount to be made 
available to the regional planning organizations will be up to $800,000. 


The special allocations for approved HOPS will be equivalent to at least 10 
percent... but not more than 50 percent, of the total fiscal year 1978 Section 8 allocations 
made to areas and communities served by the planning organization. These funds are in 
addition to those allocated by HUD earlier in the fiscal year in accordance with the housing 
need factors specified in Section 213 of the Housing and Community Development Act of 
1974. These factors include population, poverty, housing overcrowding, housing vacancies, 
amount of substandard housing and other measurable conditions. 


Requirements for plan approval and procedures for applying for the special Section 8 
funds were published in the Federal Register on January 16. Procedures for applying for the 
Block Grant and Planning Assistance Funds will be announced later. 
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